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REVIEWS
Writings in Accounting
DR. MARIE E. DUBKE, CPA, Editor
Memphis State University
Memphis, Tennessee

At its annual meeting, the American Institute of Certified Public Accountants presents
awards to the authors of the articles which are judged to be the best published during
the preceding year. In Los Angeles, two authors were so honored. Following are reviews
of the articles, neither of which had been reviewed previously in THE WOMAN CPA.
“THE GOING CONCERN: AN EXAMINA
TION,” Robert R. Sterling, THE ACCOUNT
ING REVIEW, Volume XLIII, No. 3, July
1968.
Mr. Sterling points out that, even though
the going concern seems to be universally ac
cepted, the concept is not well defined nor its
connection to historical cost demonstrated. The
purpose of his paper was to make some ex
ploratory probes into the going concern con
cept.
The author concludes that the allegation of
the going concern being necessary to account
ing has not been proved and that there are
strong arguments to the contrary. He. uses the
following reasons in arriving at this conclusion.
(1) True income and position cannot be cal
culated until the firm is dissolved. Thus, state
ments prepared under the going concern con
cept are provisional. (2) Regardless of man
agement’s view of the future, whether going
concern or not, the accountant must take an
independent view. (3) The going concern as
sumption is not necessary to the benefit theory;
instead the going concern is necessary for posi
tive future benefits to be realized. (4) The go
ing concern is necessary for predictions about
positive future benefits to be correct but it is
not necessary to make those predictions. (5)
The going concern assumption entails a suc
cessful firm because, in order for the firm to
continue, it must be successful. It is an error
to assume success when that is what was set
out to be measured.
The article points out that the going concern
model is merely one of several models of a
firm. The liquidating firm concept could and
sometimes does serve as a foundation for ac
counting. If one chooses to assume a going
concern, then that assumption ought to be
justifiable and its consequences ought to be
carefully worked out. It is thought that one
such consequence is historical cost valuation.
That consequence is derived by either the non
liquidation or the it-doesn’t-make-any-difference

argument. Mr. Sterling demonstrates that the
non-liquidation argument is invalid and un
sound and that the it-doesn’t-make-any-differ
ence argument is true only in a stationary
state. Thus, the alleged consequence of his
torical cost is erroneous.
The article is well worth reading, for it in
troduces the idea that if the going concern
concept is to be retained it should be rein
terpreted as a prediction.
Dr. Letricia Gayle Rayburn, CPA
Memphis State University

“MARKET PRICES, FINANCIAL RATIOS,
AND THE PREDICTION OF FAILURE,”
William H. Beaver, JOURNAL OF AC
COUNTING RESEARCH, Volume 6, No. 2,
Autumn 1968.
Professor William H. Beaver in his article
“Financial Ratios as Predictors of Failure’’
(Empirical Research in Accounting: Selected
Studies, 1966, Supplement to Volume 4, Jour
nal of Accounting Research, pp. 71-111) indi
cated that financial ratios as predictors signal
increases in the probability of failure of busi
ness firms. In his new article “Market Prices,
et al” he extends his investigation of the matter
and finds not only that market prices of stocks
can also be used as predictors of business
failure, but that they tend to be superior to the
financial ratios as indicators of failure.
In this highly technical paper, the author
computes rate of return for each firm’s security
(defined as the price difference of the security
between two dates, plus cash dividends paid
during the interim, adjusted for stock divi
dends and stock splits). The return is then
adjusted for what the author calls “market
wide events” by the subtraction of the socalled Fisher index. This results in a “residual
return” which, according to the author, cannot
be explained by market-wide events.
In his previous article, he gives the industrial
classifications of the 79 firms in his sample
which failed. A close examination of the listing
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dustry, firm, and product demand expectations;
changing aspects of competition; and a host of
other variables. Financial ratios talk of the past
year or years; the market evaluates present and
future expectations. Hence, the market should
be a better over-all evaluator of business
failures than the quite static financial ratios.
A great deal of credit is due the author, how
ever, for opening up a new area of research
investigation. Much further work is needed
and Professor Beaver’s concluding remarks
tend to indicate he anticipates pursuing an
alysis of these data.
One word of caution to the reader. It is al
most imperative that one begin with Beaver’s
prior article. Without this background, the
award-winning article is almost incomprehensi
ble.

reveals that, of these 79 firms, at least 23
(29.1%) are in cyclically highly sensitive in
dustry groups; at least 10 (12.7%) additional
firms are in economically declining industries.
Therefore the Fisher Link Relative, which is a
general index of average rates of return for all
firms on the New York Stock Exchange, is not
a statistically acceptable adjustment for these
firms. Rather the adjustment ought to be made
using an industry based sub-index.
The general finding of the author is an in
teresting one; namely, the investors forecast
failure sooner than the ratios do. This finding
is not all all surprising if one is aware of the
fact that the financial ratios are indicators of
somewhat “lagging types” relative to market
valuation of the investors. The market (or in
vestors) discount values on the basis of many
factors such as financial statements; ratios of
firms; relative investment opportunities; ex
pectations of technological improvement; in

Dr. Gabriel P. Racz
Memphis State University

The articles reviewed below are all on the subject of data processing and all appeared
in MANAGEMENT SERVICES, Volume 6, No. 4, July-August, 1969. It would appear
that almost everyone who is seeking information on this subject should find something
of interest in this issue of the magazine.
in staff time. This is a good example of how
obtaining all the facts of the situation brings
surprising results.

“TWO FOR LESS THAN ONE” by Robert
M. Smith is the account of an operations re
search approach to arrive at a decision in the
New York office of a major accounting firm on
whether or not the office should give up its
time shared computer service in favor of the
in-house computer which the firm recently de
cided to install.
The time shared computer service had been
used mainly for market information systems or
for operations research projects. Since the in
house computer (to be used for client assign
ments) would not be occupied 24 hours a day,
the management informed the operations re
search staff that it would have to give up its
time sharing arrangements and put all its
projects on the in-house computer. One of the
operations research staff members doubted the
economics of the decision and asked whether
the time sharing arrangements could be re
tained if he could prove that there was no sub
stantial saving to be achieved by using the in
office computer for the operations research
projects.
The article gives in detail the arguments for
retaining time sharing arrangements which
astounded but convinced the management.
The operations research specialists have con
verted some of their work to the in-house com
puter, but the pure operations research ques
tions—the ones that generate a whole series of
“what if” questions—remain on the time
sharing installation at a saving to the firm in
out-of-pocket costs and an incalculable saving

“SYSTEMS DESIGN BY CRISIS: ONE
REMEDIAL APPROACH” by Dennis Cintron
stresses that, although much systems design
cannot be done five years in advance because
of the problem of obsolescence, the analysis
and projection of the system user’s needs
should be done well ahead. Mr. Cintron is a
systems representative for the Federal High
way Administration, and his article describes
the way the system users’ needs were deter
mined. The technique is to assign a repre
sentative from the systems and programming
staff to talk to each user about his needs now,
a year from now, five years from now, and
even further into the future if possible. The
plans should be oriented to the users’ problems
and not tied to specific hardware or software.
The cost of carefully defining requirements in
advance will be $15,000 to $25,000 a year,
but Mr. Cintron insists that it is money well
spent. If the systems representative keeps a
single large system from being sent back for
reprogramming after it has been completed
and tested, he has covered the costs.
The analysis made by the systems repre
sentative must be put down on paper and Mr.
Cintron describes briefly the way in which
systems folders are set up to contain the neces
sary information. He then gives an example of
the process that the systems man follows in a
18

particular application area. His conclusion is
that the systems man and his tool, the systems
folder, help create the communication that is
needed to cut the interdisciplinary understand
ing gap and prevent crisis situations.
Mr. Rainer R. Schultheiss has his own con
sulting firm in Stuttgart, West Germany. In his
article, “INTEGRATED DATA PROCESS
ING IN BUSINESS ACCOUNTING," he
points out that mechanization of accounting
functions permits use of a single item of data
for a number of purposes. In a materials cost
ing program, for example, integration of data
processing demands not only that the costing
should be done consistently and that summary
stock and flow lists should be prepared, but
also that the same program should create out
put data that can automatically be used for:

1. Financial bookkeeping for entries in ap
propriate accounts
2. Costing to establish the curve of opera
tional costs
3. Statistics for grouping materials used ac
cording to type, methods of production,
or cost
4. Planning and analysis of different types
of material
Mr. Schultheiss points out that unfortunately
the cost savings that can be achieved through
the integration of data processing are difficult
to quantify. He believes, however, that the
accounting system will operate more eco
nomically with a higher value of information
output for a given expenditure on data pro
cessing or with a lower expenditure on these
data operations for a given value of informa
tion in a desired limited form.
Prudence in approaching integration is ad
visable in view of the relatively severe de
mands it makes on the management and or

ganizational ability and understanding of many
employees. Also the greater the degree of inte
gration, the more serious are the consequences
of a stoppage in the data processing system.
Hence, it is absolutely necessary in practice to
make a modest beginning in integrating data
processing in order to gather experience and
time to raise the level of integration gradually
with an eye to economy and to balancing the
risks. The integration of data processing, how
ever, will yield valuable returns only where its
use can he extended throughout the whole
organization.
The article “SYSTEMATIC TECHNIQUES
FOR COMPUTER EVALUATION AND
SELECTION’’ is by Mr. John R. Hillegass,
President of Computer Conversions, Inc. Mr.
Hillegass states that there are very significant
differences in performance per dollar and
overall suitability for specific applications
among the available computers in any given
class. The use of systematic, objective proce
dures for computer evaluation and selection
therefore can save a great deal of time and
money. It can also guard against the serious
disruptions that occur in all too many firms
these days as the result of the installation of an
inadequate computer.
The article presents seven evaluation tech
niques, none of which is perfect; but the
author believes that it is possible to make objec
tive computer selections with a high degree of
confidence that the equipment and software
selected will be truly the most suitable and
economical choice. What is needed is a com
bination of one or more of the formal evalua
tion techniques described in the article with a
systematic overall selection procedure and with
a good deal of old-fashioned common sense.
Mary E. Burnet, CPA
Rochester Institute of Technology

TAX FORUM
(Continued from page 16)
150% declining balance method, however,
would be acceptable. Used property acquired
after that same date would be confined to the
straight line method of depreciation. The ex
ception applicable to new residential housing
would only attach if 80% or more of gross in
come was derived from rentals of dwelling
units. The term dwelling units does not con
template hotels, motels, or other operations
involving more than 50% transient business.
If tax planning within the real estate area had
been motivated by the advantages to be de
rived from use of the accelerated methods of
depreciation, there should be a reconsideration
of the advisability of this type of investment
in view of the pending Bill.

Still within the depreciation area, all de
preciation taken after July 24, 1969, in excess
of straight line will be recaptured in full upon
the disposition of real property without regard
to the holding period. Here there is a saving
grace through permitting an election to switch
from any of the accelerated methods with the
filing of calendar year 1970 returns. Where
previous tax planning involved disposition
property at a time when recapture under Sec
tion 1250 would not prevail, that is, at the end
of ten years, it would certainly be advisable to
switch to the straight line method when, as,
and if this section of the Bill is passed.
It is believed that this brief discussion will
serve as a guideline in working with the new
Bill.
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